§703.10

by the Federal credit union through
the Federal Reserve Book-Entry Sys-
tem, or held by a board-approved
safekeeper under a written custodial
agreement that requires the safekeeper
to exercise, at least, ordinary care.

(b) Any safekeeper used by a Federal
credit union must be regulated and su-
pervised by either the Securities and
Exchange Commission, a Federal or
State depository institution regulatory
agency, or a State trust company regu-
latory agency.

(c) A Federal credit union must ob-
tain and reconcile monthly a state-
ment of purchased investments and re-

purchase collateral held in safe-
keeping.
(d) Annually, the Federal credit

union must analyze the ability of the
safekeeper to fulfill its custodial re-
sponsibilities, as evidenced by capital
strength, liquidity, and operating re-
sults. The Federal credit union should
consider current financial data, annual
reports, reports of nationally-recog-
nized statistical rating organizations,
relevant disclosure documents, and
other sources of financial information.

[68 FR 32960, June 3, 2003, as amended at 69
FR 39831, July 1, 2004]

§703.10 Monitoring non-security in-
vestments.

(a) At least quarterly, a Federal cred-
it union must prepare a written report
listing all of its shares and deposits in
banks, credit unions, and other deposi-
tory institutions, that have one or
more of the following features:

(1) Embedded options;

(2) Remaining maturities
than 3 years; or

(3) Coupon formulas that are related
to more than one index or are inversely
related to, or multiples of, an index.

(b) The requirement of paragraph (a)
of this section does not apply to shares
and deposits that are securities.

(c) If a Federal credit union does not
have an investment-related committee,
then each member of its board of direc-
tors must receive a copy of the report
described in paragraph (a) of this sec-
tion. If a Federal credit union has an
investment-related committee, then
each member of the committee must
receive a copy of the report, and each
member of the board must receive a
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summary of the information in the re-
port.

§703.11 Valuing securities.

(a) Before purchasing or selling a se-
curity, a Federal credit union must ob-
tain either price quotations on the se-
curity from at least two broker-dealers
or a price quotation on the security
from an industry-recognized informa-
tion provider. This requirement to ob-
tain price quotations does not apply to
new issues purchased at par or at origi-
nal issue discount.

(b) At least monthly, a Federal credit
union must determine the fair value of
each security it holds. It may deter-
mine fair value by obtaining a price
quotation on the security from an in-
dustry-recognized information pro-
vider, a broker-dealer, or a safekeeper.

(c) At least annually, the Federal
credit union’s supervisory committee
or its external auditor must independ-
ently assess the reliability of monthly
price quotations received from a
broker-dealer or safekeeper. The Fed-
eral credit union’s supervisory com-
mittee or external auditor must follow
generally accepted auditing standards,
which require either re-computation or
reference to market quotations.

(d) If a Federal credit union is unable
to obtain a price quotation required by
this section for a particular security,
then it may obtain a quotation for a
security with substantially similar
characteristics.

§703.12 Monitoring securities.

(a) At least monthly, a Federal credit
union must prepare a written report
setting forth, for each security held,
the fair value and dollar change since
the prior month-end, with summary in-
formation for the entire portfolio.

(b) At least quarterly, a Federal cred-
it union must prepare a written report
setting forth the sum of the fair values
of all fixed and variable rate securities
held that have one or more of the fol-
lowing features:

(1) Embedded options;

(2) Remaining maturities
than 3 years; or

(3) Coupon formulas that are related
to more than one index or are inversely
related to, or multiples of, an index.
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